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Extended Abstract

Introduction and Objectives: Economic growth is generally regarded as one of the most important macroeconomic
variables that reflect the overall performance and welfare of a nation. Among the key drivers of growth, production ex-
pansion occupies a pivotal role in enhancing economic stability, job creation, and social welfare. Since 2019, the Supreme
Leader of the Islamic Republic of Iran has repeatedly emphasized “production growth” in his annual New Year mottos,
highlighting its strategic importance for national progress and economic independence. Production growth is not merely
a quantitative goal but a multidimensional process that contributes to reducing inflation and unemployment, strengthen-
ing purchasing power, and promoting exports. These dynamics collectively improve the foreign exchange balance and
enhance the stability of financial and currency markets. Moreover, production growth increases the tax revenues of the
government, thereby helping to reduce budget deficits — a chronic challenge in many developing economies.
In line with the Leader’s guidance, achieving sustainable production growth requires harnessing internal capacities and
national resources. Various aspects of these capacities have been underscored in his speeches and annual meetings with
state officials. Consequently, policymakers and economic planners must adopt a multidimensional and capacity-oriented
approach to stimulate production. The present study seeks to identify and empirically evaluate the factors influencing pro-
duction growth in developing countries, with particular emphasis on the domestic capabilities and principles emphasized
by the Supreme Leader in previous years.
Methodology: To achieve this goal, the study examines the effects of several explanatory variables—namely, oil rent,
research and development (R&D) expenditure, physical capital, labor force, rule of law, foreign direct investment (FDI),
and inflation—on economic growth. The empirical model is formulated as follows:
gri,t=p0+ Blori,t+ B2rdi,t+ B3ki,t+ B4li,t+ BSlawi,t + Bofdii,t+ B7infi,t+ei,t
This research is based on both documentary and library methods and employs econometric techniques using panel data
Copyright: © 2024 by the authors. Submitted for possible open access publication

ur}der the terms and cpnditions of the C.reative Commons Attribution (CC BY)

= License (https://creativecommons.org/licenses/by/4.0/).



http://Ehsan69mousavi@ut.ac.ir

https://orcid.org/0000-0001-6532-2682

Journal of Economic Essays; an Islamic Approach. 2025. Autumn 22(47): 7-33 ; DOI:10.30471/MSSH.2025.10907.2635

?ﬁ‘ Journal of Economic Essays; an Islamic Approach (JEE) %ﬁ“
Weroer. Journal homepage: https://iee.rihu.ac.ir/ 7

Hawzah and University

Original Article

analysis. The model is estimated for 19 oil-exporting developing countries over the period 2010-2020, using Stata 15
software. Two complementary analytical approaches are adopted:

1. Panel data regression analysis to determine the quantitative effect of each explanatory variable on growth; and

2. Graphical analysis to visualize long-term relationships based on ten-year average indicators (2014-2023) for 26 devel-
oping countries.

In accordance with economic theory and previous empirical literature, foreign direct investment and inflation are incor-
porated as key explanatory variables. FDI is measured by the net inflows of foreign investment, while inflation is proxied
by the GDP deflator index.

Results and Findings: The estimation results reveal that oil rent, physical capital, rule of law, and foreign direct invest-
ment have positive and statistically significant effects on production growth, whereas inflation exerts a negative and
significant effect. The coefficients are interpreted as follows:

¢ Oil rent: A one-unit increase in oil rent raises economic growth by approximately 0.48 units. This positive short-term
effect suggests that oil revenues stabilize exchange rates and provide financial support for producers. However, excessive
dependence on oil rents may create vulnerabilities in the long run.

* Physical capital: A one-unit increase in physical capital enhances growth by 0.37 units, consistent with neoclassical
growth theory, which posits that capital accumulation drives productivity and output.

* Rule of law: An improvement of one unit in the rule of law index increases growth by 3.97 units, indicating that institu-
tional quality and effective enforcement of production-supportive laws are crucial for sustained development.

* Inflation: A one-unit increase in inflation reduces economic growth by 0.16 units. High inflation erodes purchasing
power, discourages investment, and generates macroeconomic instability, which collectively hinder productive activity.
* Foreign direct investment: A one-unit increase in FDI inflows boosts growth by 0.89 units. FDI contributes to technol-
ogy transfer, management expertise, and capital inflows, though its effectiveness depends on institutional quality and
absorptive capacity.

For R&D expenditure and labor force, no statistically significant relationship with growth was found within the studied peri-
od, possibly due to inadequate R&D spending and structural inefficiencies in the labor market across developing economies.
Discussion and Interpretation: The dual-phase analysis—covering econometric estimation (2010-2020) and graphi-
cal assessment (2014-2023)—provides comprehensive insight into both short-term and long-term dynamics of growth.
The graphical results demonstrate a positive association between people’s participation, physical capital, human capital,
and R&D activities with economic growth, while confirming a negative association between rent-seeking behavior and
growth performance.

These findings imply that while oil rent may contribute positively to growth in the short run through fiscal expansion and
liquidity support, its long-term effects may turn adverse by fostering rent-seeking incentives, dependency, and reduced
innovation. Therefore, achieving sustainable production growth requires a deliberate shift from rent-based to knowl-
edge-based and productivity-driven growth models.

The results further emphasize the importance of institutional quality (rule of law) as a catalyst for effective policy imple-
mentation. A robust legal framework ensures that production-oriented policies are not only legislated but also enforced
in practice, thereby promoting private sector confidence, investment, and fair competition. Similarly, inflation control

remains vital to maintaining macroeconomic stability and preserving the real value of savings and investments.
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Conclusion and Policy Recommendations: This study provides empirical evidence that oil rent, capital formation,
the rule of law, and foreign direct investment play significant roles in promoting economic growth among oil-exporting
developing countries. Conversely, inflation acts as a major impediment to growth. The absence of significant effects for
R&D and labor force variables highlights the need for stronger institutional and policy frameworks to enhance human
capital development and innovation capacity.

In conclusion, the path toward sustainable and inclusive growth lies in reinforcing domestic capacities and reducing reli-
ance on rent-based revenues. Policymakers are therefore encouraged to:

1. Strengthen human capital through education, training, and skill development.

2. Increase investment in research and development to stimulate technological innovation.

3. Enhance physical infrastructure and capital formation to support productive sectors.

4. Foster institutional quality and rule of law to ensure the effective implementation of production-supportive policies.

5. Control inflationary pressures and discourage rent-seeking activities that distort resource allocation.

By prioritizing these areas, developing economies can lay the foundation for a resilient, knowledge-based, and sustainable
production system consistent with the strategic visions emphasized by the Supreme Leader.

Keywords: Growth, Production, Developing Countries, Panel Data Analysis, Human Capital, Knowledge-Based
Economy, Natural Resources
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Fixed-effects (within) regression Number of obs - 209
Group variable: id Number of groups = 19

R-3q: Obs per group:
within = 0.2952 min = 11
between = 0.0231 avg = 11.0
overall = 0.0023 max = 11
F(7,183) - 10.95
corr(u_ i, Xb) = -D.9553 Prob > F = 0.0000
gr Coef. S5td. Err. t P>|t] [95% Conf. Interval]
or .4815572 .0989812 4.87 0.000 .2862661 .6768482
rd -2.730833 1.850911 -1.48 0.142 -6.382703 .9210367
k .3714295 .1060281 3.50 0.001 .1622349 .5806241
L -6.87e-08 5.61le-08 -1.23 0.222 -1.79e-07 4,20e-08
law 3.975247 1.815331 2.19 0.030 .3935779 7.556917
inf -.1578765 .038753 -4.07 0.000 -.2343367 -.0814164
fdi .8915421 .2150169 4.15 0.000 .4673111 1.315773
_cons -2.73188 4.721647 -0.58 0.564 -12.04775 6.583987

sigma u 9.2260394
sigma_e 3.3077444
rho .88610179 (fraction of variance due to u_i)

F test that all u i=0: F(18, 183) = 5.38 Prob > F = 0.0000
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Crold (g0l
—— Coefficients
(b) (B) (b-B) sqrt (diag (V_b-V_B))
fe re Difference 5.E.
or .4815572 .1394002 .342157 .0843998
rd -2.730833 -1.884102 -.8467312 1.261962
k .3714295 .202111 .1693185 .0814009
1 -6.87e-08 1.86e-09 -7.06e-08 5.59e-08
law 3.975247 2.062243 1.913005 1.301435
inf -.1578765 -.0735181 -.0843585 .020802
fdi .8915421 .5594878 .3320543 .1072813

b = consistent under Ho and Ha; obtained from xtreg
B = inconsistent under Ha, efficient under Ho; obtained from xtreg

Test: Ho: difference in coefficients not systematic

chi2 (6) = (b-B)'[(V_b-V_B)~(-1)] (b-B)
48.21
Prob>chiz = 0.0000
OB b0 ge)

Breusch and Pagan Lagrangian multiplier test for random effects

gr[id,t] = Xb + uf[id] + e[id,t]

Estimated results:

Var sd = sqgrt (Var)
gr 16.7549 4.093274
= 11.00114 3.316796
u 2.521207 1.587831
Testc: Var(u) = 0
chibar2 (01) = 13.33

Prob > chibar2 = 0.0001



